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EDITORIAL DEPARTMENT NOTE 


Whether employed as a controller, a cost accountant, a public accoun 
or an internal auditor, the accountant’s responsibilities have inc 
his opportunities for service to his company, his client, and the public have 
expanded as a result of the increased use made of accounting data and ac- 
counting |e during the war period. In the first article in this 
issue, Dean J. Hugh Jackson reviews the opportunities and responsibilities in 
these fields of someting and discusses their interrelation. Dean Jackson’s 
paper was presented at the March meeting of the San Francisco Chapter, 
to which were invited members of the San Francisco Chapters of the Cali. 
fornia Society of Certified Public Accountants, the Controllers Institute, 
and the Institute of Internal Auditors. 

Dean Jackson, the author of this article, is well known to N. A. C. A 
members. Active in the Association for a number of years, he served as 
National President in 1938-39. Since his graduation from the Harvard 
Graduate School of Business Administration, he has taught Accountin 
the ain Of Minnesota, the Harvard Graduate School, and Stanford 
University. ring the period from 1921 to 1930, Dean Jackson was asso- 
ciated with the Boston, New York, and San Francisco offices of Price, 
Waterhouse & Co. He became Dean of the Graduate School of Business 
of Stanford University in 1931. He is a C. P. A. of California, Massa- 
chusetts, and Wisconsin and the author of numerous books and articles on 
accounting subjects. 

We are fortunate to be able to present in this issue of the Bulletin two 
articles on cost accounting developments in Europe. Professor 

Lecturer in Cost Accounting at the penny Ae Naples describes 
the development of cost accounting in Italy during fifteen years, 
while Dr W. Singer of the Economics Department of Manchester Uni- 
versity discusses the influence which the war has had on cost accounting in 
Great. Britain. Both authors are leading accounting authorities in their 
respective countries and bring to N. A. C. A. readers additional information 
on the steady developmeni of cost accounting methods in their countries. 


Articles published in the Bulletin present many different viewpoints. In 

blishing them the Association is not sponsoring the view expressed, but 

is endeavoring to provide for its members material which will be helpful 

and stimulating. Constructive comments are welcomed and will be pub- 
lished in the Forum Section of the Bulletin. 





This Bulletin is published semi-monthly +e Association of 
Cost Accountants, Madison Ave., New York 17, N. Y. oer 
price, $10.00 per year. Entered at the Post Office, New York, N. 
second-class matter August 28, 1925, under the Act of March 3, 1879. 
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THE GROWING RESPONSIBILITY. OF THE 
ACCOUNTANT 


By J. Hugh Jackson, Dean, Graduate School of Business, 
Stanford University, Palo Alto, Calif. 


IHE work of the accountant has always been one of responsibil- 

ity. Whether that work was done in the bygone centuries of a 
Lucas Pacioli, or in the days of a Bob Cratchit perched on his high 
stool in old Scrooge’s countinghouse, or in the present-day con- 
troller’s department of the huge modern corporation with its hun- 
dreds of clerks and scores of high-geared accounting machines, it 
is a work highly essential to the whole scheme of business affairs. 
To record promptly and accurately the financial happenings of an 
enterprise, to classify and summarize those happenings in an 
orderly and scientific way, and to interpret them for the use of 
management has been, and will continue to be, a responsibility of 
first-line proportions. In fact, it seems to me that in the years of 
the future the most important work of the internal accountant will 
continue to be the orderly recording and summarizing of busi- 
ness happenings, combined with the prompt reporting and interpre- 
tation of such materials for the management of the enterprise. 
This, if interpreted in a broad way, includes every phase of the 
accounting function. 


The Accountant an Operating Executive 


This means that I find little in common with the point of view 
expressed by a recent writer that “it is high time that the account- 
ant took over the management-consultant phase of his business,” 
and then proceeds to say that unless and until the accountant does 
this “top management will continue to look down its nose at him 
and give him a seat in the balcony just under the projection room.” 
Rather, the internal accountant, instead of being the “terrible strong 
man .. . who dominates and domineers, and who thinks that con- 
trol means a bludgeon,” should realize that he is an integral part of 
an operating organization, that his function is comparable in im- 
portance to any other major function within the business, but that 
he will be most effective if he is content to direct the accounting 
function and develop it to serve well, and in that way to effect 
control over the other divisions of the enterprise. This attitude was 
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emphasized as far back as 1927 when, at a Chicago meeting of the 
financial executives conference of the American Management As- 
sociation, the functions of the executive accountant had apparently 
been glorified to such an extent that one member, probably not 
without considerable justification, remarked that “if the comp- 
troller’s authority is to extend as far as some of our friends here 
seem to think it should, then we could dispense with the president, 
the board of directors, and many of the executive officers, because 
the comptroller would perform the functions we have usually 
thought should be performed by these other executives.” An ap- 
preciation of and enthusiasm for one’s job is undoubtedly an ad- 
mirable quality, but an exaggerated idea of one’s importance in the 
general scheme of affairs does not enhance one’s standing in the 
eyes of his contemporaries ! 

I do not wish to infer from the above that accountants should 
not aspire to new fields of activity and, figuratively speaking, seek 
new worlds to conquer. Moreover, during the war years accounting 
has assumed many new responsibilities and has experienced re- 
markable advances in technique; such trends will undoubtedly con- 
tinue over the years to come. But if maximum progress is to be 
made, both executive accountants within business organizations 
and accountants engaged in independent public practice must not 
only extend the scope of their work and services, but they them- 
selves must also continue to grow in experience, in ingenuity, and 
in objective thinking. Cost control methods, for example, are not 
commonly found in organizations of medium size. It is primarily 
the accountant who must convince management of the value of cost 
control, both as regards industry as a whole and also its ability to 
function in a specific case. Management must be educated away 
from the all-too-prevalent attitude that while cost control methods 
may be valuable, or actually essential for the other fellow, they 
would be largely or wholly ineffective in a particular business. 
This, it seems to me, is one of the most important of the growing 
responsibilities of the accountant. 


Cost Accounting Increases in Importance 


In the field of cost accounting it is undoubtedly true that the 
techniques of control have been developed much more rapidly than 
the business executive has advanced in his comprehension of them. 
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Moreover, in many instances, even where the most modern systems 
of cost finding are skillfully employed, there is no general appre- 
ciation by the top management of their possibilities, and conse- 
quently their value has never been fully exploited. I suspect that 
this condition can be partly or largely laid at the door of the ac- 
countant, who has been so busy doing his job well that the top ex- 
ecutives of his company have not been fully apprised as to the uses 
to which his figures might be put. But as we enter the postwar 
period it seems probable that there will be much keener competi- 
tion, even among companies which have previously enjoyd a virtual 
monopoly ; hence, cost control and all the information emanating 
from scientific plans of cost finding will become of increasing value 
and importance. Here, accordingly, is an unparalleled opportunity 
and responsibility for the accountant not only to do a thoroughly 
scientific job but also to demonstrate to management the value of 
the work which he has done. 

It is well known that many companies, especially those engaged 
in war production work, which had never before used a scientific 
system of cost finding were compelled to introduce cost accounting 
during the war period. The Vinson Act, which limits profits on 
Navy contracts, if the aggregate of those contracts was in excess 
of $10,000, was one of the prewar incentives to cost accounting. 
This was followed by the Renegotiation Act, which left every busi- 
ness apprehensive for many months that their accounts would be 
examined on a strictly contract basis, and by termination, which is 
definitely contract cost accounting. These managements learned 
for the first time that'most valuable information can be provided by 
cost accounting methods, and ‘it is a reasonable expectation that 
many of them will continue to use cost accounting in the postwar 
period ; it is also reasonable to assume that many managements, for 
a time at least, will be critically watchful of the cost accountant 
because he was forced into the organization by events outside 
management’s control. The cost accountant must accordingly dem- 
onstrate that his knowledge, properly used, can and will pay divi- 
dends to his company. The cost accounting function, moreover, in 
many of these companies will undergo various refinements and will 
experience a definite shift in emphasis from use for contract-cost 
determination to the control of production efficiency and to the 
measurement of profit margins under conditions of keen trade com- 
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petition. In the production field, for instance, research, design, and 


technology will be combined to build quality goods at reasonable 
cost, and it will be the job of the cost accountant to put that cost 
together. On the selling side the job will be done by well-planned 
product and market research and skillful advertising ; the cost ac- 
countant will again be called upon to supply those methods and 
standards of distribution costs that have a proper part in success- 
ful pricing policy. And in the appropriate financing of the enter- 
prise the cost of capital, the effect of taxation, and the amount of 
other administrative expenses must be considered in the develop- 
ment of total cost. 

Furthermore, because of the increasing extent to which govern- 
ment is delving in one way or another into the internal affairs of 
private business, perhaps under an umbrella of OPA pricing regu- 
lations, which are presumed to have as their primary aim the en- 
couragement of a high and sustained purchasing power with a 
narrow margin of profit, the government's interest in cost is apt to 
be concerned chiefly with “actual” cost in a quite literal sense. This 
means that while the services of those experiencd in practical cost 
accounting will be in particular demand for establishing cost stand- 
ards and providing effective controls over production and distribu- 
tion costs, it seems probable that the standard cost systems of the 
future will have to be devised in such a way that actual costs, or a 
reasonable approximation thereto, may be readily derived from the 
basic cost data. However, if industry actually knows its costs and 
also knows how to use those costs effectively in pricing its prod- 
uct for the market, then private business will be a positive force in 
our postwar economic society and will itself richly benefit from 
the huge deferred customer demand abetted by a vast accumulation 
of liquid savings. 

All of the foregoing is merely another way of saying that the 
cost accountant must live up to the high achievements which he 
envisioned when he accepted accounting as his life work, and that 
he must be continually alert to new problems and changed condi- 
tions in business where cost accounting and cost control methods 
will add materially to the efficiency of the operating organization 
and thereby to the net profits of the whole enterprise. Moreover, 
he has the definite responsibility to make his work so effective that 
he will be increasingly requested not only to furnish information 
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for operating and top management but also to participate in the 
councils of management itself. This is not only an opportunity but 
is actually the growing responsibility which confronts the internal 
accountant in the postwar period. 


An Improved Terminology Needed 


One of the real responsibilities not only of the cost accountant, 
but of all accountants as well, is the development and use of a 
more specific accounting terminology and of more exact proceed- 
ures. Failure to do so opens numerous opportunities for courts, 
commissions, taxing agencies, government boards, et cetera, to use 
our loose terminology and inexact methods to overrule sound ac- 
counting practices and to issue decisions which may prove defi- 
nitely contrary to the best interests of business. One specific ex- 
ample will make clear what I mean; it relates to an apparent mis- 
understanding of cost accounting terminology and practice on the 
part of the Supreme Court of the United States as set forth in a 
recent California franchise tax case. In Butler Brothers, Appel- 
lant, vs. Charles J. McColgan, as Franchise Tax Comrhissioner of 
the State of California, the Supreme Court, on March 2, 1942, 
upheld the State of California in levying a tax imposed by the 
California statute on net income made within the state. The Su- 
preme Court went further, however, and prescribed that when a 
business corporation derived income from a number of states it 
should compute the net income in any one state by allocating the 
total costs of the company on a basis proportionate to the sales 
made in the several states, or “by such other method of allocation 
as is fairly calculated to assign to the state the proportion of net 
income reasonably attributable to the business done within this 
state and to avoid subjecting the taxpayer to double taxation.” 
Butler Brothers had made a profit on its business as a whole, but in 
a separate set of books kept for its business in California it showed 
a loss. The California Tax Commissioner, however, determined 
that a profit had been made on the California business and did this 
by computing as the share of total expenses to be allocated to this 
State a proportion based upon the ratio of California sales to total 
sales. In other words, the Tax Commissioner maintained that this 
arbitrary proration was more correct than the specific accounting 
records kept by the company. 
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The point of special interest for us in this case is that the Su- 
preme Court stated that the method of allocation used by the Tax 
Commissioner “admittedly followed recognized accounting prin- 
ciples.” Moreover, it is probable that all of us have at times talked 
about prorating costs in proportion to sales, and many of us have 
done a good deal of it. It is somewhat common practice in the meat 
packing industry, the oil industry, and other industries confronted 
with the problem of joint costs, but the accountant has always used 
such methods with the realization that the prorating was a purely 
arbitrary procedure and could only be justified on the ground that 
more exact figures for the different products, or for the various 
divisions or departments, could not be accurately obtained, or at 
least were available only at an unwarranted amount of labor and 
expense. Such prorated aggregates, moreover, have never been 
accepted by cost accountants as more accurate than specific figures, 
or as more desirable of use, if more exact costs and profits could be 
shown by the books of account. In this case, therefore, it would 
appear that the Supreme Court took a special situation recognized 
by accountants everywhere as being acceptable for use only when 
more exact methods are unavailable, and by its decision has given it 
general standing and application. 


The Controller a Major Executive 

The controller, who is already recognized as one of the important 
executives in modern business, is largely a development of the 
twentieth century. In a survey recently made by the speaker and 
a colleague of 175 large American corporations, including banks, 
insurance companies, railroads, public utilities, and mercantile and 
manufacturing concerns, only eight of the companies surveyed had 
controllerships antedating 1900. More than two-thirds of such 
positions have been established since 1920, In these large organ- 
izations the controller is rapidly becoming recognized as a major 
factor in management councils and is increasingly functioning as a 
vice president, a director, or in other major administrative capac- 
ities in his company. Moreover, as our survey has revealed, the 
controller has already come to be recognized as having certain basic 
functions, which may be summarized as follows: 


The accounting function, in which he is responsible for the cor- 
porate, general, and cost accounting operations; for the methods 
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and system activities, embracing the design, installation, and cus- 
tody of all accounting books, records, and forms; and the coordi- 
nation of the clerical and office systems and facilities throughout 
the business organization. 


The auditing function, in which the controller is responsible for 
the establishment and maintenance of internal controls, for the 
audit of receipts and disbursements and all general internal audit- 
ing, and for the general relationship with the company’s independ- 
ent public accountants. 


The tax function, in which he is responsible for the assembly 
of information and the preparation of the returns for income, ex- 
cise, and payroll taxes; also for maintaining the general relation- 
ship with tax agents and auditors. 


The interpretative function, in which he is responsible for the 
preparation, analysis, and explanation of financial facts, figures, 
and statistics, and for assisting the other officers of the company 
and its general management in the use of such data for the formu- 
lation of plans and policies, the measurement of results, or for 
other purposes of internal or external use. 

But in addition to these specific functions he has also been as- 
signed many other administrative activities, of which the following 
may be taken as typical: the general administration of property 
taxes and the maintenance of contact with local assessors and col- 
lectors; the preparation of economic and cost analyses relating to 
past, present, and proposed operations; the preparation and con- 
solidation of company budgets relating to the . ontrol of operations, 
the control of appropriations, the control of advertising expendi- 
tures, et cetera; responsibility for company forecasts of cash re- 
ceipts, disbursements, and balances, of company profits, of esti- 
mated income taxes payable, and similar financial forecasts; re- 
sponsibility for the preparation and maintenance of confidential 
payrolls; general responsibility for centralized clerical services, 
such as stenographic and duplicating service, reception and mes- 
senger service, and the receipt and distribution of mail; general 
administrative responsibility for the handling of governmental 
regulations, orders, and requests; and similar services relating to 
the formulation of or assistance with the administration of com- 
pany-wide policies. 
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The controller, as I see it, has two major and increasingly im- 
portant responsibilities, and in meeting these he must be helped by 
the independent public accountant and by all others primarily en- 
gaged or interested in accounting work. His first responsibility is 
to educate still further both top and departmental management in 
his own company as to the increasing need and value of accounting 
data, of cost and financial reports, and of budgets and control de- 
vices ; his second responsibility, somewhat like his first, is to extend 
this understanding and appreciation of the controller's work 
throughout all business and industry, so that in another quarter 
century the controller function will be as much taken for granted 
in business as is the work of the corporate secretary or treasurer 
at the present time. When this condition is realized the controller 
will cease to be thought of merely as “the principal officer in charge 
of accounts,” which our study revealed is about the only by-law 
reference to him—if he is referred to at all—but rather he will be 
considered as one of those indispensable individuals whose counsel 
is necessary for the wise determination of business policies and for 
the efficient functioning of all departments or phases of the busi- 
ness, While this is a program that will require time for its full 
realization, it is my opinion that only when this day arrives will the 
controller have realized fully his growing responsibility, both to the 
individual business which employs him and to our whole economic 
and business system. 


Internal Auditor Exercises “Protective Control’ 


Closely akin to the controller is the work and functions of the 
internal auditor. Working usually as an assistant to the controller, 
his job may be defined as one of “protective control” for his com- 
pany. While his responsibility relates primarily to the problem of 
determining whether the records and accounts have been accurately 
and properly maintained, in order to assure the management that 
the company’s assets are being fully safeguarded and its earnings 
and expenses correctly reported, his responsibility in more recent 
years has extended beyond these usual duties of auditing. The 
internal auditor today—and this phase of his work will undoubt- 
edly increase with the passing years—is called upon not only to 
audit figures and records, count cash, and check inventories, but 
also to determine whether company policies are being effectively 
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im- carried out by departmental and field management, whether per- 
1 by sonnel is functioning efficiently—in fact, he must ascertain for the 
en- management whether or not the whole business organization is in 
y is a healthy condition, and is doing promptly and well the job it is 
t in scheduled to do. In this way the internal auditor will take an in- 


ting creasingly important place in the management picture and will 
de- more and more aid top executives and departmental heads in judg- 
end ing the present efficiency and determining the future policies of his 


rork company. 

rter It is obvious that proper accounting and auditing procedures do 
ited not just develop of themselves. Definitely conscious effort and 
1rer much thought must be brought to bear if the accounting system is 
ler to provide a satisfactory setup for the control of transactions and 
irge is also to afford an orderly routine and division of duties which will 
law serve as a safeguard against speculation and error. Responsibility 
| be for proper accounting methods and procedures is generally vested 
nsel in the controller, and it is his duty and function to determine what 
for records and accounts shall be kept and what reports shall be pre- 
usi- pared. Whether the internal auditor be responsible to the control- 
full ler or entirely independent of the accounting department, his job 
the is to check on the honesty and efficiency of employees, to discover 
the errors and fraud in accounts, and to safeguard and protect the 
mic assets and property of the company. Stated succinctly, the con- 


troller plans, organizes, and directs, while the internal auditor sub- 
stantiates and verifies. 


Public Accountant Experiences Changed Conditions 





the 

ler, The independent public accountant has also experienced changed 
m- conditions and new problems arising from the impact of the war. 
of The war emergency brought no abrupt and revolutionary changes 
rely in accounting practice, but rather gradual developments to meet 
hat changed situations ; in the same way the cessation of war will not 
ngs suddenly return accounting to the conditions of the late thirties. 
ent Many problems arising as a result of the war conditions will un- 
[The doubtedly continue to plague us for years to come. Businesses have 
bt- sprung up overnight and grown to material size during the war 
to period; many uncertainties in the financial position and operating 
but results not only of these new companies but also of many old and 
ely established companies have greatly increased under war conditions. 
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Moreover, the unsettled factors relating to contract termination 
and renegotiation and the complex scheme of taxation which un- 
doubtedly will remain to a substantial degree for many years to 
come have placed increased responsibilities upon the public ac- 
countant which only a virile and growing profession .can hope 
to solve. 

Perhaps some of the changed conditions and difficult problems 
which confront not only the public accountant but all accountants 
following the war may be mentioned at this point. It is generally 
expected, for example, that there will be a somewhat protracted 
period of retooling, of plant reconversion and rehabilitation, and 
of the redevelopment of markets in many industries following the 
war. Accountants will be faced with the problem of whether or 
not the cost of such prospective efforts may be deferred until 
later periods when profitable results therefrom are anticipated. 
Again, shall current operating expense in the immediate postwar 
years be relieved of some of the maintenance burden postponed 
during the extreme activity of the war years? Still again, the ob- 
solescence of prewar property and equipment, because such plant 
and equipment will undoubtedly be eclipsed by new productive 
capacity installed during wartime at a cost of billions of dollars, 
will be a problem to try the imagination and patience both of the 
controller and of the independent accounting practitioner. The 
whole problem of handling postwar contingency reserves and of the 
representations made in financial statements when such reserves 
were established, the treatment accorded reserves provided in con- 
tract settlements, in renegotiation proceedings, and in income tax- 
ation, and the over-all soundness and judgment of the accountant 
in connection with other similar problems may serve as a criterion 
which will largely determine the future confidence of management 
and of the investing public in the accountant and his profession. 


Increased Responsibilities Will Continue 

Many of the increased responsibilities assumed by the independ- 
ent public accountant during the war period will undoubtedly con- 
tinue to be a part of his work in the postwar era. During the 
twenties and the thirties, the average public accounting practice 
was composed largely of audit work and the preparation of in- 
come tax returns, enriched on occasion by nonrecurring system 
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engagements, or by assignments dealing with new corporate finan- 
cing. But during the war the independent public accountant has 
also been retained to verify a company’s compliance with wartime 
rules for wage and salary stabilization, wages and hours regula- 
tions, price ceilings, and rationing procedures. He has been asked 
to assist in the negotiation and renegotiation of government con- 
tracts and has aided extensively in inspection, audit, and termina- 
tion proceedings. He has made reports for his clients to the Office 
of Price Administration, the War Production Board, the Foreign 
Funds Control Unit, and to other agencies requiring reports in- 
volving accounting and financial data. Independent auditing has 
even extended to the labor union field and among certain govern- 
ment-owned corporations. Large numbers of substantial citizens 
are properly much concerned over the government’s some forty- 
four corporations which now employ approximately 70,000 people 
and which operate at a current loss of one hundred million dollars 
per annum, notwithstanding that these units have unlimited credit, ° 
free mailing privileges, no taxes beyond taxes on real estate, and 
are not faced with many other obligations which confront the aver- 
age business man. The public accounting profession can be of 
material aid in this situation by bringing to the attention of the gov- 
ernment agencies and to Congress itself sound accounting and man- 
agement practices, together with other matters of fundamental 
principal and policy. 

With income and profits taxes presently absorbing a major por- 
tion of business and individual earnings, our national system of 
taxation is also rapidly becoming one of growing concern. While 
all accountants have, to a greater or less extent, dealt with tax 
questions throughout their professional careers, the independent 
public accountant has a peculiar opportunity to make effective and 
very worthwhile contributions in this field. The accounting pro- 
fession has contributed substantially in bygone years to tax sim- 
plification and orderliness, but perhaps in future years even greater 
weight than heretofore may be accorded the accountant’s sugges- 
tions for timely legislation and proper administration. 

The adoption in the United States of a Canadian experiment de- 
veloped in 1942 would definitely place added responsibilities on the 
accounting profession. The Canadian tax authorities, because of a 
shortage of available income tax inspectors, placed responsibility 
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on the independent auditors of taxpayer corporations to review a 
questionnaire which was supplemental to the tax return and to 
make a written report thereon, including a statement of the scope 
of the auditor’s examination. 


Reforms Are Needed 


One of the purposes of this questionnaire was to disclose to the 
taxing authorities any differences between book income and income 
subject to taxation. As is well known to the accounting staffs of 
business corporations and also to independent public accountants, 
many of the complexities of our own federal tax system arise be- 
cause of differences between taxable income and book income 
which stem from technical definitions drawn by the law and Treas- 
ury regulations, and which differences in the long run often “wash 
out” without materially affecting the totals over a term of years. 
During the past quarter-century accountants, regardless of the 
phase of accounting activity in which they themselves were en- 
gaged, have worked to develop accounting principles and practices 
which would result in clearly determining income; any income tax 
structure which requires the filing of returns in which there con- 
tinues to be more and greater differences from fairly determined 
business earnings is not a desirable or sound national development. 
The correction of such conditions will entail added responsibility 
for the accounting profession, but it is a type of social responsi- 
bility which accountants as a profession should be prepared to ac- 
cept. In the long run such an improvement in the tax laws would 
work both to the advantage of business and to the credit of the 
accounting profession. 

Another problem which has required an unconscionable propor- 
tion of the time and energy of both the internal accountant and the 
independent public accountant relates to the numerous government 
reports and the controlling regulations under which these must be 
prepared. These rules and regulations are so numerous and in 
many cases so rigid and so conflicting as between different agencies 
that the accountant is apt to find himself spending more time en- 
deavoring to comply with the required form than he gives to fun- 
damental matters of principle and policy. The accounting profes- 
sion has on various occasions pointed out the dangers and weak- 
nesses of excessive standardization and of the insistance on abso- 
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lute uniformity by regulatory bodies, and it has also been influen- 
tial in getting the number of questionnaires and reports, demanded 
by government agencies of business, limited or reduced under the 
pressure of war conditions. This will be a continuing responsibil- 
ity of the independent public accountant, together with the simpli- 
fication of these reports in form, as well as developing definitions 
and rules in accounting matters which will be relatively uniform 
throughout all agencies and regulatory bodies. Although we may 
discern little tendency in this direction on the part of government 
bureaus and commissions, we must continue to strive for its ac- 
complishment when the present war emergency has ended. 


Accounting Reports 


The subject of accounting reports is of sufficient importance it- 
self to justify an entire article, and space will permit me merely to 
touch upon the accountant’s responsibility in this respect. But over 
the years my research has made it possible for me to examine and 
review hundreds of actual typewritten accountants’ reports, prepared 
by scores of independent professional auditors, controllers’ depart- 
ments, internal auditors, and the like. In the great majority of 
cases they have been excellent reports, especially from an account- 
ant’s standpoint, and I have been greatly stimulated by perusing 
them; generally speaking, however, these reports have impressed 
me as containing the materials which would appeal primarily to 
the accountant rather than those which would be most used by 
nontechnical executives for whom they presumably were prepared. 
All accountants, whether employed within a business concern or 
engaged in independent public practice, have an increasing respon- 
sibility to submit reports that contain in concise and understandable 
form the information needed, and which will be used by the per- 
sons to whom the reports are addressed. Otherwise, however good 
a job has been done, little of a constructive nature is accomplished ; 
on the negative side, the business executive is apt to conclude that 
accounting can aid very little in the solution of intricate busthess 
problems, and that the accountant himself, while undoubtedly well- 
versed in the techniques of his subject, has little to offer top man- 
agement. 

Constructively, accounting reports should be direct, concise, and 
expressed in a way that the nontechnical person—stockholder or 
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operating man—will understand them. Only such reports will con- 
tribute to sound business thinking. Corporations are more and 
more issuing reports to stockholders which even a nonbusiness lay- 
man can read and understand. It seems unnecessary to submit a 
report of more than forty single-spaced typewritten pages, which I 
recently examined as coming from the internal auditor of an im- 
portant industrial company, when five or six pages would have set 
forth every important matter. Such reports are seldom read even 
though it may be desirable to have a detailed record of matters 
covered in the report; a short report prepared in attractive form 
and carefully read by the management would accomplish so much 
more! In another instance it was my privilege to examine the con- 
fidential report submitted monthly by the accounting department of 
a large concern to the president and directors of the company. It 
was a beautiful job—fifteen double-page, single-spaced typewritten 
exhibits! It seemed to contain everything ; yet I was informed that 
the majority of the executives rarely read it. It was too technical 
for some to understand ; it was too time-consuming for others. If 
the absolutely basic items, that is, the items which those executives 
needed most, could have been concentrated on a single page, what 
a grand report it would have been! Every accountant preparing 
reports should study carefully the people for whom the reports are 


prepared and then set forth the desired materials in the way that _ 


they wilt be best understood and most usable by those individuals. 
And never use two pages if the story can be told on one! 


What Emphasis in Accounting Education? 

My presentation would not be complete without some brief com- 
ment on the growing responsibilities of thé accounting educator. I 
am not interested at this time in the details of the accounting cur- 
riculum or even the number of terms the prospective accountant 
shall spend in school. I am concerned, however, with the question 
of where the emphasis shall be placed—whether we shall teach 
accounting techniques primarily, or whether we shall develop with- 
in the student an understanding of underlying principles and of the 
significance of accounting in the economic order. Accounting 
wants men who can think, who are trained to recognize the mean- 
ing and importance of new situations and who can meet them on 
the basis of an experienced judgment and a command of basic prin- 
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ciples. Techniques are important and will continue to be im- 
proved over the years; they must obviously be mastered by the 
successful accountant, but even more important is an understanding 
of accounting’s relation both to the other broad functional fields 
of business and also to all the basic economic activities of man. 

To accomplish this the accountant should have some working 
acquaintance with other fields of human knowledge, especially eco- 
nomics, psychology, ethics, and law. André Siegfried, in his Am- 
erica Comes of Age, emphasizes that the demand of American 
business today is for “education that will turn out young men of 
broad culture.” Stated differently, the particular things our stu- 
dents are trained to do are not nearly so important as the vision 
they get, the power of analysis they develop, and the temper of 
mind that is evolved in them. Accounting education must look be- 
yond the needs of technical accounting callings to education that 
will provide for our entire business and economic systems better 
methods of operation, better policies, and better social control. 
Technical training? Yes! But over and beyond this, men and 
women “must be educated for usefulness” in the largest sense of 
the word. That will be the larger responsibility of the accounting 
educator over the years immediately ahead. 


Accounting as a Social Force 


Finally, accountants have a growing responsibility, as do all other 
good citizens of the country, to build up the forces in the nation 
which add quality and richness to the living of our people. Ac- 
counting is important not only in business and industry, but also 
as a social force; it can no longer’ be assumed that accounting need 
be understood only by accountants and business men, or even by 
investors, attorneys, economists, and the like, but, in fact, it should 
be a familiar concept to all who occupy responsible positions in our 
national and community life. Government regulation and control 
is reaching into so many of the activities of its citizens that the 
people in turn should require of government a most strict account- 
ing of all contributions made for the public good. Proper account- 
ability on the part of every public servant should be taken for 
granted, and every citizen should understand the basic accounting 
concepts by which this accountability is shown. 

Furthermore, there are many accounting terms which today are 
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used loosely and convey widely different meanings to different 
minds, and which accountants should endeavor to have defined 
properly and given as wide circulation as possible. This applies to 
such terms as “the national income,” economic capital vs. business 
capital, business income, “value” in its various meanings, “revenue 
and expenditures,” “receipts and disbursements,” and the like, 
These are common terms to the accountant, but they are terms en- 
tirely foreign to a very large part of our population. It is an edu- 
cational process in which all accountants must join whole-heartedly. 

These, it seems to me, are some of the growing responsibilities 
of the accountant. Whether engaged in an executive or protective 
capacity within the business organization, or as an independent 
professional practitioner, an educator, an employee of government, 
or just an interested citizen of the nation, it may be said, in the 
recent words of a prominent public accountant, that “today is the 
era of the accountant, with all that this entails in the way of oppor- 
un'ty and responsibility.” May we all fully meet that challenge, as 
regards both the opportunity and the responsibility ! 





ASSOCIATION NEWS 
Wyman P, Fiske Re-elected Secretary. 


At its meeting on April 27, the National Board elected Wyman P. Fiske 
Secretary of the Association for the year 1945-46. Mr. Fiske became 
National Secretary last September. 


Charter Granted for Chapter at Muskegon, Mich. 


The National Board at its meeting on April 27 granted a charter for a 
chapter at Muskegon, Mich. The new chapter was sponsored by the Grand 
Rapids Chapter and becomes the eightieth chapter in the Association. 


Colonel Riggins Awarded Legion of Merit 


Colonel Russell M. Riggins, a member of N.A.C.A. since 1924, has re- 
cently been awarded the Legion of Merit “for exceptional meritorious 
service ... for the display of exceptional leadership in the development of 
work measurement standards for determining the efficiency of Army Depot 
Operations.” The award was made by the Armv Chief of Ordnance. Prior 
to entering the Service, Colonel Riggins was Treasurer of the Phillips 
Petroleum Company, Bartlesville, Okla. 
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THE DEVELOPMENT OF MODERN COST 
ACCOUNTING IN ITALY 


By Professor Domenico Amodeo, 
Lecturer in Cost Accounting, University of Naples, Italy. 


[* the main, the methodology of modern cost accounting has been 
developed in Italy since 1930. The war has, naturally enough, 
interrupted progress in the field during the last five years, but it is 
reasonable to suppose that this condition will be compensated for 
in the postwar period through an accelerated development because 
the war has provided the opportunity for the assimilation of the 
basic theory involved. Until 1930 we were largely dependent upon 
ancient and almost primitive methods of cost accounting. In par- 
ticular the subject of overhead expense and of its distribution was 
still at a crude stage ; to be sure, some authors had developed better 
methods of accounting on the basis of researches carried on by the 
magazine “American Industry,” and had taken into account the 
well-known books of A. H. Church and of Jordan and Harris. 

The reason for this state of affairs was due to the fact that in 
Italy we never had a definite body of practical researches on cost 
accounting. The lack of big plants, of large industries, did not call 
our attention to the tremendous problems involved by such account- 
ing. Research in this field was confined to the laboratories of our 
universities, namely the faculties of Economics and Commerce, as 
a part of the study in general accounting, since in Italy cost ac- 
counting is officially not taught as a special subject. This theoret- 
ical research led easily to some interesting conclusions, which 
proved very useful when, during the war, the Government ordered 
the development of a general cost controlling system in order to 
keep down prices. Here we were influenced to a high degree by the 
methods of costing developed in Germany during the same period. 
The latter consisted chiefly of the “Grundplane” (basic plans) that 
originated from the well-known “Grundplan des Ausschusses fiir 
Wirtschaftliche Fertigung” (Basic Plan of the Committee for_Eco- 
nomic Preparedness) developed by the “Verein Deutscher In- 
genieure” (Association of German Engineers). Though inspired 
mostly by the methods of German cost accounting, the theoretical 
basis in Italy was more closely linked to American methods. In the 
following paragraphs I shall try to illustrate the theoretical devel- 
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opment of cost accounting fundamentals in Italy in the last fifteen 
years. 


Distribution of General Expenses 


In 1927 in Milan, Professor Pietro Onida, then assistant in book- 
keeping and accounting at that University, published a little book 
entitled “I Costi Comuni” (General Expenses), which was directed 
to students of economics and commerce. The author declared he 
had no scientific ambitions, but the book had, nonetheless, great suc- 
cess throughout Italy. The method of research, both theoretical 
and practical, was that of Onida’s teacher, the celebrated Professor 
Gino Zappa, who then taught general accounting at the University 
of Milan and now teaches the same subject at the University of 
Venice and is considered the greatest Italian expert in general ac- 
counting of our times. He has developed a particular interpretation 
of the double entry method which removes it completely from the 
empirical viewpoint of the accounting clerk and raises it to such a 
high level as to reveal its true scientific character, so that it may be 
regarded as a real philosophy of accounts. 

Onida’s book denounced the absurdity of collecting all items of 
general expense in an indiscriminate burden account and affirmed 
that it was wrong to lose the opportunity of an elective distribution 
of them. It pointed out that by confining the methods of distribu- 
tion based on the quantity of raw material, on labor cost, on man 
hours, etc., to some particular items, and by choosing methods 
based on processing time, it was possible to reach greater accuracy 
in costing. To the American-reading public it is clear that this 
was almost the same principle promoted in 1914 by some articles 
in “American Industry,” and by A. H. Church in “The Proper 
Distribution of Expense Burden,” later perfected in “Overhead 
Expense,” published in 1930. 

Many other books were issued in the period from 1927 to 1935, 
though almost none was of special importance. I cite only the 
publication in 1929 of the second part of the fundamental book of 
Professor Zappa entitled “La Determinazione del Reddito nelle 
Impresse” (The Determination of Income in Enterprises), which 
showed the fallacy of stopping at a consideration of the revenue 
figures and the necessity for inquiring into the formation of the 
economic facts which produced the revenue. At the same time an- 
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other assistant professor at the University of ‘Milan, Dr. Teodoro 
D’Ippolito, who had traveled for a long time in South America 
studying business organization, published some little books dealing 
with cost accounting. Professor D’Ippolito, who now teaches at the 
University of Palermo, is the most renowned expert in cost ac- 
counting in Italy. He is the organizer of the accounting systems 
of the most important Italian concerns in the last ten years (Mon- 
tecatini, Navalmeccanica, Alfa Romeo, etc.). These little books 
had no particular originality. They were intended to explain to 
Italian students the progress made in cost accounting in foreign 
countries and the devices to be used in the financial accounting of 
an industrial business. 


Fixed and Variable Costs 


The year 1935 marks a significant date in the development of 
cost accounting. Two important books were printed in Italy, one 
in Naples, the other in Milan. The author of the former was Pro- 
fessor Lorenzo De Minico, of the University of Naples; its title 
was “Elasticita e Relazioni Dinamiche dei Costi nelle Imprese In- 
dustriali” (The Elasticity and Dynamic Relations among Costs in 
Industrial Enterprises). The second book was by D’Ippolito en- 
titled “I Cost di Produzione nelle Aziende Industriali” ( Production 
Costs in Industrial Enterprises). 

In the first part of his book, De Minico analyzes for the first 
time the dependence of costs upon the output of a business. The 
same problem had already been posed in Germany as far back as 
1898 by Professor E. Schmalenbach in an article published in the 
“Deutsche Metall Industrie Zeitung.” The “Schmalenbach’schen 
Kostenkategorien” (The Schmalenbach Cost Classifications) were 
well known in Germany and considerable literature dealing with 
them had been published there. Schmalenbach had restated his 
theory in his well-known book entitled “Grundlagen der Selbst- 
kostenrechnung und Preispolitik” (Fundamentals of Cost Ac- 
counting and Pricing Policy). The principle put forth was that 
costs in a business may be divided into fixed costs and variable 
costs, the former tending, within certain limits, to remain constant 
as Output falls or increases, and the latter varying with variations 
in output. Variable costs Schmalenbach subdivided into “propor- 
tional,” “progressive,” and “degressive” costs, according as they 
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increase in the same proportion, more than proportionally, or less 
than proportionally with increases in output, and vice versa in the 
case of a decline in output. Of course the control of these costs 
depended on their exact nature. But Schmalenbach stated that vari- 
able costs could, by means of analysis, always be considered as re- 
sulting from a combination of a fixed cost and variable costs. Such 
analysis can be carried out either through the use of accounting 
or of mathematical methods. 


De Minico, viewing the problem against this background, stated 
that the theory was to be applied with discrimination, based on an 
actual consideration of the effective costs involved in a business, 
and that no graphical or mathematical “Auflésung” (solution) 
could really interpret the true phenomena. The comment was fun- 
damentally correct, but the author did not know at that time all the 
developments and criticism that Professor Schmalenbach’s theory 
had undergone in Germany in the years 1926-1927. These criti- 
cisms took the form of articles published in magazines, particularly 
in “Zeitschrift fiir Handelswissenschaftliche Forschung,” “Zeit- 
schrift fiir National-Oekonomie,” “Zeitschrift fiir Betriebswissen- 
schaft,” and others (Magazine for Scientific Commercial Research, 
Magazine of National Economy, Magazine of Scientific Industrial 
Management), and of a number of books, chiefly Peiser’s “Der 
Einfluss des Beschaftigungsgrades auf Industrielle Kostenentwick- 
lung” (The Influence of the Rate of Activity on the Development 
of Industrial Costs), and Moll’s “Kostenkategorien und Kosten- 
gesetz” (Cost Classifications and the Law Governing Costs). 


Service Department Costs 


In the second part of the book, Professor De Minico developed 
a particular idea that was bound to revolutionize all cost accounting 
theory in Italy. Cost is only an arithmetical figure ; as long as we 
deal with cost figures only, we cannot grasp the essential nature 
and significance of a business. Each cost represents a service, that 
is to say, an “economic content,” or an “economic contribution,” 
to the production process. We must study the ways in which such 
services are supplied to the business, how they are employed, and 
how they are transformed, and this study will in turn provide the 
clue for the proper disposition of the cost. The principle was sum- 
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marized in the statement that costs must be grouped or distributed 
in the same way as services are employed. 

The idea was truly an important one. Perhaps it is analogous 
to the ideas in J. B. Canning’s “Economics of Accountancy,” but 
it must be remembered that‘this book had not been available to De 
Minico in 1935 and that he was not able to read it until 1936. Hence, 
his theory may be more truly derived from the general ideas of 
Irving Fisher’s “The Nature of Capital and Income.” At any 
rate, this was only the first statement of the service theory. But it 
was soon adopted by those interested in cost accounting and also 
those concerned in the administration of public utilities. The same 
idea had been developed by practical cost finders in the United 
States with good results. But there was an important difference 
between the theory of Canning and that of De Minico, The for- 
mer thought it possible to estimate costs in terms of services; the 
latter denied such a misconception. Cost is always a value, a fig- 
ure, and can be estimated only in terms of money. To consider 
services as furnishing the basis, and the most fitting one, for cost- 
ing is to acquire an intimate knowledge of the life of a business and 
glimpse a solution of the phenomena arising in that field which 
Jordan and Harris called the “obscure region” in cost accounting. 

As stated earlier, almost contemporaneously with the publication 
of the book by De Minico in Milan, Dr. D’Ippolito published an- 
other book, which, though it may be considered somewhat out- 
moded at present, still remains the best cost accounting treatise we 
have at our disposal in Italy. The book deals with the whole field 
of industrial costing. Availing himself of the ideas he had ac- 
quired in his foreign travels, D’Ippolito stated all the chief methods 
of cost accounting employed in European and American countries. 
But this book was a practical treatise rather than a scientific one. 
D’Ippolito did not attempt to use to any great extent the idea de- 
veloped by De Minico, though it had already become known and 
there were reasons for its application, particularly in view of Ger- 
man practice in that field. There the “Grundplan,” with its_classi- 
fications of services into “Hauptbetriebe,” “Hilfsbetriebe,” and 
“Nebenbetriebe,” i.e., main activities, auxiliary activities, and sec- 
ondary activities (or what we would call producing and service de- 
partments in this country.—Ed.), rested entirely on the concept of 
the service theory. However, the German plan did not realize that 
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by doing so it applied not merely a practical device, but put into 
action a scientific idea. But D’Ippolito had not yet heard of the re- 
searches carried on in Naples. Two years later (1937) Dr. D’Ip- 
polito published another book entitled “Costie Prezzi nelle Aziende 
Industriali” (Costs and Prices in Industrial Enterprises) in which 
he presented a large number of actual cost studies taken from prac- 
tical life. I think this book, if translated into English, would be 
welcome in the United States for its perfect adherence to practical 
problems. 


Wartime Developments 


About 1941 the Fascist government, which had gathered all 
Italian industries into the Confederazione dell’Industria (Industry 
Syndicate), decided to imitate the German organization of the 
fields of cost accounting and financial accounting. It regulated 
through a number of government decrees the field of accounting 
in all Italian industries in order to obtain uniformity of accounting 
practices in them. A commission was appointed, of which both 
Professor Onida and Professor D’Ippolito were members, for the 
purpose of studying ways and means of reaching unification of ac- 
counting procedures. The aim of the commission was limited ; it 
adapted to Italy the regulations issued in Germany, often merely 
by translating them, In the field of cost accounting the procedural 
basis is to be found in the Ordinance of the Economic Ministry of 
the Reich of November 11, 1937, and that of January 16, 1939, the 
latter providing the “General Principles for Cost Accounting.” 
Following the pattern of these regulations, a similar regulation was 
issued by the Italian Cabinet on November 29, 1941. Professors 
De Minico and D’Ippolito wrote an article illustrating the new plan 
of general accounting through the unified scheme. 

In the first months of 1942 I published a book about general 
expenses and their treatment in industrial plants. The book, “I 
Costi Comuni nell’Aspetto Funzionale” (Overhead Expense from 
a Functional Viewpoint), was well received in the scientific field. 
I tried to carry to its logical conclusion the idea of service as a con- 
tent of cost and endeavored also to give a sort of general theory of 
services. I developed the idea that the secret of good costing is to 
trace the manner in which the various services are employed and 
tried to demonstrate that the best cost results are obtained from 
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the application of this principle in the distribution of overhead. I 
also presented for the first time some ideas concernng the account- 
ing treatment of variable costs and discussed in general the prob- 
lem of the dependence of costs upon fluctuations in output. But I 
hope to be able shortly to publish another book dealing more par- 
ticularly with this problem. I think it is the most important one 
in the economics of a manufacturing business, chiefly because of 
its relation to business cycles and pricing problems. 

Many other books have been published in Italy since 1942, when 
scientific development practically stopped on account of the adverse 
turn of the war. But almost all dealt with problems of the corpo- 
trative state and with price control as a matter of politics. No good 
would be served in expounding their particular theses; their ideas 
stemmed from the postulates of a-planned and controlled economy 
and would have no place in a free economic country such as the 
United States. However, I must cite the book, “Sulla Variabilita 
del Processo Produttivo nella Amministrazione dell’Azienda In- 
dustriale” (On the Variability of the Production Process in the 
Administration of Industrial Businesses), by Professor Aldo 
Amaduzzi who teaches accounting at the University of Bari. The 
book was issued in Milan in 1942. Finally, there is a very recent 
book, “Lezioni di Ragioneria” (Lessons in Accounting), by Pro- 
fessor L. De Minico, issued in Naples in January, 1945, in which 
the author deals largely with some problems in cost accounting 
and has reduced his previous ideas to an organic exposition. 


Conclusions 


As anyone can readily understand from the short review I have 
attempted of Italian cost accounting literature during the last 
fifteen years, Italian scientists and technicians have attempted to 
keep themselves abreast of scientists and technicians of other parts 
of the world, but for a variety of reasons development has been 
slow and tiresome. First, the nature of Italian industry is such 
that, in spite of the boasted efforts of the late Fascist regime, it 
has remained generally a small scale industry, concentrated in a 
few towns and in a small number of plants. Moreover, the devel- 
opment of large scale industry (electric, motor, chemical, etc.) 
did not take place until the early years of this century. The lack 
of capital has reduced and limited the size of plants; hence, the 
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importance of cost accounting problems made itself felt only a 
few years ago and of course not with the urgency it did in other 
countries, especially in the United States. 

Again, Italian scientific research which has always been of a 
theoretical nature aimed at the definition and resolution of general 
problems. Because vital practical problems were absent due to the 
small scale on which Italian industry operated, the natural love for 
abstract research caused Italian scientists to address themselves to 
the main problems of the economics of business. These problems, 
however, have been treated and developed as a matter of laboratory 
research, because we had no opportunity of controlling the major 
conclusions with a large number of positive observations based on 
actual field studies. Nevertheless, recent experiences have verified 
the results of this type of research by showing them to conform 
completely to actual practice. Finally, the influence developed in 
the last years by German literature, aiming at a theoretical develop- 
ment, has dealt a lasting blow to the abstractness of Italian re- 
search. In Italy the works of Schmalenbach, Peiser, Mill, Mellero- 
wicz, Hellauer, Schulz-Mehrin, Schmidt, Leitner, and many others 
are well known, and from them the maximum possible benefit had 
been extracted. Of course, this has not been the case in the United 
States ; however, I think that if American scientists would consider 
more carefully the results of German researches in the fields of 
cost accounting and economics of business, they could easily ob- 
tain the maximum results because of their ability to control the 
conclusions of theoretical inquiries by testing them in the field. We 
hope we shall be able to fill the deficency in our knowledge with 
respect to the most recent American scientific results as soon as the 
re-establishment of cultural relations between our two countries 
can be carried out. And we hope also that we can give our willing 
contribution to the efforts that will be made for securing a new 
and better world to mankind. 
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COST ACCOUNTANCY IN BRITAIN 


By Dr. H. W. Singer, Economics Department, 
Manchester University, England. 


oT is a growing awareness in Britain that ambitious recon- 
struction plans in social security, education, and housing all de- 
pend upon an increasing productivity of industry. Production has 
become a matter of national interest and discussion. Nothing 
which can contribute to production must be neglected: training, 
fiscal concessions, joint production committees, and scientific re- 
search. Such a contribution can be made by cost accounting. The 
scientific analysis and comparison of cost of production will be 
very important in eliminating waste and increasing production. 


Cost Accounting Before the War 


Cost accounting, of course, was widely practised and highly de- 
veloped in Britain long before the war. Large numbers of account- 
ants were at work, selected by very difficult competitive examina- 
tions and organized in various institutes recognizing high profes- 
sional standards. Progressive firms had developed elaborate costing 
systems of their own to test the efficiency of their various factories 
and sections. The general or “overhead” cost of production was 
allocated, according to scientific principles, to the various sections 
or products. Pricing and management were becoming a matter of 
science rather than guesswork. 

With idle productive capacity—only too common before the war 
—firms realized that once their fixed cost of production was cov- 
ered it was preferable to sell extra output at current cost of labor 
and materials rather than restiict production and reduce employ- 
ment; for this purpose a clear separation of fixed cost and current 
cost is indispensable. Proper cost accounting will also teach firms 
to refrain from indiscriminate all-round price cutting. Such cut- 
throat competition would lower prices below the full cost-of pro- 
duction and make it impossible for industry to replace and build 
up productive equipment which it holds in trust for the community 
as a whol. Here again, the cost accountant was important as the 
guardian cf the common interest. 

Staudard costing was also fairly widespread long before the 
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war, This was really a system of budgeting ahead. The coming 
year’s or quarter’s production program was prepared, and the cost 
per unit was determined for each section and each type of prod- 
uct, based upon recent experience, timing of work, and similar 
factors. The actual cost was then compared with the standard 
cost. This procedure helped to draw attention to the effects of 
improvements as well as to sources of weakness in industrial pro- 
duction. 


Extension in Three Directions Stimulated During War 


In spite of its undoubted achievements, the prewar system of 
accounting needed extension in three directions, First, it needed 
more common agreement and standardization of methods between 
different firms. Second, there was needed a more general applica- 
tion of any improvements suggested by costing and for an ex- 
tended study of comparative figures for different firms. Finally, 
there was a need to divert cost accounting more completely from 
financial aspects, isolate it from disturbing price fluctuations, and 
make it an instrument of improved technical efficiency regardless 
of purely commercial or speculative changes. 

The war itself has provided a tremendous stimulus to progress 
in all three directions. Common agreement and standardization of 
methods has proceeded because most British industry has been 
working for one of the four main government departments: the 
Army, represented by the Ministry of Supply; the Navy, by the 
Admiralty ; the Air Force, by the Ministry of Aircraft Produc- 
tion ; and essential civilian consumption by the Board of Trade. 
Each of these four big departments has developed uniform costing 
rules. A large cost accounting staff works for these four Ministries 
and is sent down to the many private firms operating on contracts 
. for the Government. These accountants have full access to the 

books and records of firms, and they cost contracts according to 
uniform and common principles. Firms, quite naturally, have 
found it a great convenience to adjust their own accounting and 
bookkeeping systems to government requirements, which have thus 
served as a great unifying force. 

Before the war, the main unifying forces at work were the 
trade associations. Several trade associations had issued and 
recommended for use by their members uniform methods of cost 
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accounting suitable for each particular industry, and had generally 
educated their members to the need for an up-to-date system of 
cost accounting. This had ranked not least among the construc- 
tive activities of these voluntary trade associations. 


Exchange of Cost Data 


Another direction in which great progress has been made, with 
highly beneficial results in production efficiency, is in the exchange 
of cost accounting data and their comparative study between firms. 
Again, the trade associations have led the way. The various firms 
had their accounts examined by their association, which would 
then communicate the average figures for the industry as a whole 
to the individual member firms. This system operated, among 
others, in the case of British department stores. The individual 
firm could then compare its own figures with the average figures 
for the whole industry, and see in which particular directions its 
own operating or fixed expenses were excessive by comparison 
with those in other firms. 

Government departments also collect a great volume of com- 
parative cost data, both from government-owned o1 dnance factories 
and from private contractors. These cost data reveal the produc- 
tive efficiency of different types of organization—public versus 
private, large-scale versus small-scale, specialized versus inte- 
grated, and so on. They also help to discover the most efficient 
producers, concentrate output in them, and help them in the allo- 
cation of labor and materials. 

Again, firms have been drawn together by cooperation in war 
production and have found that it is better to discard’ excessive 
business secrecy and to exchange experience more readily than in 
the past. Special Regional Boards have been set up to facilitate 
this exchange of experience and data. The lesson on the war has 
been that all sides benefit from such exchange and comparison. 
There is a great desire to carry as much as possible of this into 
the postwar period. 


Separation from Financial Domination 


Also, on the separation of cost accounting from purely financial 
dominiation, much progress can be recorded. There is scarcely 








any financial motive involved in government and government-spon- 
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sored costing. British firms have to pay to the Government all 
their excess profits above prewar standards. Twenty per cent of 
their payments are credited to them for postwar reconstruction. 
The Government, therefore, has no fiscal interest in strict costing 
and price control for contracts, since any extra profits would auto- 
matically accrue to the Chancellor of the Exchequer. 

It has been agreed, however, that the 100 per cent tax on excess 
profits must not serve as an excuse for lax accounting. High 
prices and the absence of costing would encourage firms to be 
wasteful in the use of labor and materials and in the organization 
of output. Thus the purpose of costing is now purely one of 
efficiency, not of fiscal interest. This is as it should be. Postwar 
reconstruction plans are based on the assumption of a policy of 
stable prices and wages. Any such development would be of 
immense value to cost accounting, since the influence of purely 
financial changes in prices would be altogether eliminated from 


the figures. 


Cost Accounting and Industrial Relations 


One final point: the efficiency of cost accounting is closely 
allied to the nature of industrial relations. Cost accounting can 
function properly only when it is combined with the timing of jobs, 
wage incentives, and workers’ suggestions. As long as there is 
fear of unemployment, trades unions may be reluctant to cooperate 
fully to enable costing to be brought to its ultimate fruition. In 
an official White Paper on Employment Policy, the British Gov- 
ernment has assumed responsibility for the maintenance of a high 
and stable level of employment. The trades unions, in turn, have 
indicated that they are prepared to reciprocate by waiving restric- 
tive practices designed to protect workers against the danger of 
unemployment. This new attitude augurs well for the future of 
cost accounting and its contribution to the efficiency of natural 


production. 
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N. A.C. A. Honor Roll 


Members Killed in Action 


Paul J. Carlson. February 23, 1945. Bridgeport Chapter. 
Richard M. Jackson. December 28, 1944. Dayton Chapter. 
Victor I. Kalander. March, 1945. Bridgeport Chapter. 
Walter A. Klausman. May, 1944. Utica Chapter. 

William M. Zint. October, 1944. Cincinnati Chapter. 








ELECTION OF OFFICERS AND DIRECTORS BY MAIL VOTE 


The Byrnes order limiting meetings requiring hotel space and railroad 
travel makes it impossible to hold the annual Cost Conference or the Annual 
Meeting of the Association held in connection with it. Under the impasse 
thus created the National Board of Directors has decided upon an Annual 
Meeting by mail as the only feasible solution. 

In accordance with the above, the Board voted at its meeting on April 
27, 1945: 


1. That in view of war conditions and the Byrnes anti-meeting order, for 
this year only, the Annual Meeting for the election of Officers, Di- 
rectors, and a Nominating Committee of the Association for the year 
1945-46 shall be held by mail, and 

2. That a ballot containing the nominees of the Nominating Committee 
for each of the offices and directorships to be filled and any other 
regular nominations be sent by first-class mail to every Member of 
the Association in good standing not later than June 1, 1945, and 

3. That the majority of votes received in National Headquarters by 5:00 
p. m., June 25, 1945, shall determine who is elected to each of the 
various offices and directorships to be filled, and 

4. That the President appoint three tellers to count the ballots and re- 
port the results of the election to the National Board of Directors, and 

5. That individuals so elected shall assume office in the regular manner on 
September 1, 1945, as the duly elected Officers and Directors of this 
Association. 


REPORT OF THE NOMINATING COMMITTEE~ 


To the Members of the National Association of Cost Accountants: 


Pursuant to the provisions of Article VII, Section 1, of the By-Laws of 
the Association, the Nominating Committee submits the names of nominees 
for the several vacancies in the offices and directorships of the Association 
for the fiscal year beginning September 1, 1945, to be filled by mail vote. 
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. The nominations made reflect careful consideration by your Committee 
of the imperative need for a Board of actively participating members and 
the desirability of adequate representation of every section of the Associa- 
tion. It has not been easy to make selections from among the many indi- 
viduals whose contributions to N.A.C.A. not only deserve recognition 
but also suggest the possibility of further service to our Association. The 
positions to be filled are too few to meet this condition. Your Committee is 
confident that the men selected, together with those who will continue in 
office, can and will carry N. A.C. A. on to even greater heights of service 
to our members and to industry. 


The slate follows: 


President, Franx Kuetn, Harrison, N. J. 

Vice President, Wu.taAmM Bvacxtre, Peoria, IIL. 

Vice President, A. D. Ross Fraser, Rome, N. Y. 

Vice President, ArtHur B. GuNnNARson, Washington, D. C. 
Vice President, Mason Smirtu, Chicago, IIl. 

Treasurer, Pamir J. Warner, New York, N. Y. 


Directors to Serve Three Years 


L. C. Bottrncer, Chicago, IIl. 

CLARENCE CrocHEron, New York, N. Y. 
Howarp C. Greer, Indianapolis, Ind. 
Epwarp J. Haney, Brackenridge, Pa. 

I. Wayne Ketter, Lancaster, Pa. 
Grorce L. Nowe, Brooklyn, N. Y. 
Herman A. Parenrors, Hartford, Conn. 
Maurice E. Petouset, New York, N. Y. 


Directors te Serve One Year 


Wiuiam Y. Armstronc, Cleveland, Ohio 
J. Bernarp Brown, Louisville, Ky. 
Exton H. Ditton, Erie, Pa. 
Encar O. Dreas, Reading, Pa. 
Grorce E. Green, Havana, Cuba 
Joun R. Janssen, Rockford, Mich. 
J. Rosert McCoy, Jr, Los Angeles, Calif. 
Stuart D,. MacLaren, Gardner, Mass. 
Tep W. Moute, Houston, Tex. 
Noste J. Srmmons, Chattanooga, Tenn. 

_ Orrmar A. Watpow, Detroit, Mich. 
LutHer C. Warner, Schenectady, N. Y. 


Director to Serve Unexpired Term of Wit1aAM BLACKIE 


L. S. Hassetguist, Moline, Il. 
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Nominating Committee to Report in 1946 


Martin A. Moore, Harrison, N. J., Chairman 
Rosert Burns, Philadelphia, Pa. 

Harry A. Gruss, Brooklyn, N. Y. 

Hersert Retzzarr, Portland, Ore. 

Harris SAUNDERS, Birmingham, Ala. 


Following are brief references to the service of the several nominees: 


Mr. Klein is well known to a large portion of the membership of the 
Association. He joined as a member of New York Chapter in 1926 and 
served the Chapter as Director of Publicity, 1932-33; Director of Program, 
1933-34; Vice President, 1935-37; and President, 1937-38. He addressed 
the Boston Conference in 1935 and was a member of the Conference Tech- 
nical Program Committee for the New York Conference in 1941. He was 
elected a National Director in 1941, re-elected for a three-year term in 
1942, and has served as National Director in charge of Membership, Member 
Attendance, and Chapters. He was elected Vice President in 1944. During 
the past year he has visited many of our chapters. Mr. Klein is Vice Presi- 
dent and Director of Budgets of the Worthington Pump and Machinery 
Corporation, Harrison, N. J. 

Mr. Blackie joined the Association in 1940 when he served as Chairman 
of the Organization Committee of Peoria Chapter. He. became the first 
President of the Chapter and served in that capacity for two years, 1940-42. 
Mr. Blackie has been a frequent speaker at chapter meetings, led the group 
discussion on “Accelerated Depreciation” at the 1941 Conference in New 
York, served as a member of the Conference Technical Program Committee 
for the Chicago Conference in 1942, and served as Chairman of the Con- 
ference Technical Program Committee for the Boston Conference in 1943. 
He was elected to the National Board in 1942 and served as National Director 
in charge of Research in 1943-44. He is a Certified Public Accountant of 
Illinois and Wisconsin and a member of the American Institute of Account- 
ants. Mr. Blackie is Vice President of the Caterpillar Tractor Company, 
Peoria, Ill. ‘ 

Mr. Fraser joined the Association in 1929. He has been active in the 
Utica Chapter since 1931, serving as Director of Publications, Program, 
and Publicity, and as President in 1934-35. He was elected to the National 
Board in 1938 and served until 1944 in the capacity of National Director in 
charge of Constitution in 1940-41 and for the next three years as National 
Director in charge of Publicity. He is well known to members of the 
Association through his chapter visits and his technical addresses. Mr. 
Fraser is President of the Rome Cable Corporation, Rome, N. Y. 

Mr, Gunnarson joined the Association in 1929. He played a prominent 
part in the organization of Washington Chapter and became its first Presi- 
dent in 1932, serving for two terms. He was elected to the National Board 
in 1934 and served as National Director in charge of Research, 1934-36; 
National Director in charge of Publications, 1936-38; and National Director 
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in charge of Program, 1938-39. He was a member of the Conference 
Technical Program Committee for the Cleveland Conference in 1934 and 
Chairman of the Conference Technical Program Committee for the Chicago 
Conference in 1938. He also served as a member of the National Nominating 
Committee in 1944. He is Vice President of the Spot Club. He has ad- 
dressed many chapters and several annual conferences and has contributed 
articles to the N.A.C.A. Bulletin. Mr. Gunnarson is Research Economist 
of the Economic Research Department, Chamber of Commerce of the 
United States, Washington, D. C. 

Mr. Smith joined the Association in 1929 when he became Assistant Sec- 
retary of the Association in charge of Research and Editorial Services. He 
served in that capacity for two years. As a member of Chicago Chapter 
he served as Director of Program and Vice President from 1931 to 1933. 
He was a speaker on the program of the Annual Conference in New York 
in 1933 and leader of a discussion group at the Annual Conference in St 
Louis in 1940. He has served as Contact Director for several midwestern 
chapters and was active in the formulation of Tulsa Chapter. He has 
talked to many of our chapters. Mr. Smith is Partner of McKinsey, 
Kearney & Co., Chicago, IIl. 

Mr. Warner joined the Association in October, 1919, as a charter mem- 
ber. He was elected to the National Board in 1925 and served as National 
Director in charge of Membership from 1925 to 1928, National Director in 
charge of Chapters in 1928-29, and National Director in charge of Con. 
stitution from 1929 to 1931. Im 1933 he was elected Treasurer and has 
served in that capacity since that time. He was a member of the Finance 
Committee in 1932-33 and became Chairman on his election as Treasurer 
the following year. He served as Chairman of the Conference Technical 
Program Committee for the Detroit Conference in 1932. Mr. Warner is 
President of The Ronald Press Company, New York, a Certified Public 
Accountant of New York, and a member of the American Institute of 
Accountants. 

Mr. Bollinger has been affiliated with Chicago Chapter since 1935. He 
became Director of Program in 1937 and served in that capacity for two 
years, after which he served as Director of Meetings for one year, Vice 
President for two years, and President in 1942-43. He has taken an active 
part in the management of three Annual Conferences held in Chicago and 
was General Chairman of the 1944 Conference. Mr. Bollinger is Assistant 
Secretary and Controller of the Ideal Roller and Manufacturing Company, 

Mr. Crocheron joined the Association in 1933 as a member of New York 
Chapter which he served as Director of Publicity, 1935-36; Program, 1936- 
37; Vice President, 1937-39; and President, 1939-40. He was elected to the 
National Board in 1944 to complete the unexpired term of Frank Klein and 
is proposed for re-election. During the past year he has served as Chairman 
of the 1945 Conference Committee. He has been a frequent speaker at 
chapter meetings. Mr. Crocheron is Vice President of the American Ap- 
praisal Company, New York. 
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Mr. Greer became a member of the Association in 1930 and has been 
actively interested in the development of its technical services since that 
time. -He has addressed many chapters and several Annual Conferences, 
the most recent being that held in Chicago in 1944. He is a member of the 
1945 Conference Technical Program Committee. He has also contributed 
to the Bulletin and is the author of a number of books and articles on 
accounting subjects. He is a Past President of the American Accounting 
Association, and an associate member of the American Institute of Ac- 
countants. Mr. Greer is Vice President and General Manager of Kingan 
and Company, Indianapolis, Ind. 

Mr. Hanley joined the Association as a member of Albany Chapter in 
1929. He served the Chapter as Director of Publications, 1929-30; Vice 
President, 1930-31; Director of Program, 1931-32; Vice President, 1932-33; 
and President, 1933-34. He was elected to the National Board for a three- 
year term in 1935-38. In 1936 Mr. Hanley transferred to Pittsburgh and 
served as Director of Membership of that Chapter for the years 1937-39; 
as Vice President, 1942-44; and President, 1944-45. He has addressed 
a number of chapters and was a speaker before the 1938 Chicago Confer- 
ence. He has also contributed to the Bulletin. Mr. Hanley is Secretary 
and Treasurer of the Allegheny Ludlum Steel Corporation, Bracken- 
ridge, Pa. 

Mr. Keller joined the Association in 1931. He became Director of Meet- 
ings of Lancaster Chapter in 1934; Director of Program, 1935-36; Sec- 
retary, 1936-37; Director of Membership, 1938-39; Vice President, 1939-41; 
and President, 1941-42. He has addressed several chapters of the Associa- 
tion and has contributed to the Bulletin. Mr. Keller is Assistant Controller 
of Armstrong Cork Company, Lancaster, Pa. 

Mr. Nohe joined the Association in January, 1937, as a member of New 
York Chapter and transferred to Brooklyn Chapter in November, 1937. He 
was elected Director of Program of Brooklyn Chapter in 1939 and served in 
that capacity for two years. He served as Vice President in 1941-43 and as 
President in 1943-44. He is a member of the 1945 Conference Committee. 
He is a member of the American Institute of Accountants and of the New 
York State Society of Certified Public Accountants. Mr. Nohe is Partner 
of O. F. Taylor & Co., New York. 

Mr. Papenfoth is nominated for re-election. He joined the Association 
as a member of Hartford Chapter in 1929 and became Director of Publicity 
in 1932-33; Director of Program, 1933-34; Vice President, 1934-36; and 
President, 1936-37. He was elected to the National Board for a three-year 
term in 1942 and has served as National Director in charge of Member 
Attendance for 1944-45. Mr. Papenfoth is Secretary and Treasurer of the 
Trumbull Electric Manufacturing Company, Plainville, Conn. 

Mr. Peloubet joined the Association in 1929 as a member of New York 
Chapter. While he has not held elective office in the Chapter until the cur- 
rent year when he became Director of Program, he has been active in the 
work of the National organization, having addressed approximately fifty 
chapter meetings as well as National Conferences. He was a member of 
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the Conference Technical Program Committee in 1944 and is Chairman of 
the 1945 Technical Program Committee. He was a member of the Execu- 
tive Committee of the International Congress on Accounting, New York, 
1929, and a delegate to the International Congress on Accounting, London, 
1933. He is a Certified Public Accountant of New York, New Jersey, and 
Texas. He has been active in accounting organizations, having been Vice 
President, a member of the Council, and Chairman of the Board of Ex- 
aminers of the American Institute of Accountants, of which he is now 
Treasurer. He has also been President of the New Jersey State Society 
of Certified Public Accountants, a member of the Board of Directors of the 
New York State Society of Certified Public Accountants and is a Director 
of the Arbitration Association of America. He is the author of a book on 
auditing and of technical articles for the N. A. C. A. Bulletin, The Journal 
of Accountancy, and other accounting and business publications. Mr. 
Peloubet is Partner of Pogson, Peloubet & Co., New York. 

Mr. Armstrong originally joined the Association in 1929 as a member of 
Milwaukee Chapter. He later became a member of Cleveland Chapter. He 
was elected Director of Membership in 1939-40, Director of Publications in 
1940-41, Vice President in 1941-43, and President in 1943-44. Mr. Arm- 
strong has addressed several chapters and appeared on a panel at the Chi- 
cago Conference in 1944. He has also written for the Bulletin. Mr. Arm- 
strong is District Manager of the American Appraisal Company, Cleveland, 
Ohio. 

Mr. Brown joined the Association in 1928 as a member of Louis- 
ville Chapter. He was elected Director of Research and Standardization in 
1929-30, Vice President in 1930-31, and President in 1932-33. He is an 
Attorney-at-Law and Certified Public Accountant of Kentucky and Indiana, 
a Past President of the Kentucky Society of Certified Public Accountants, 
a member of the American Institute of Accountants, and a Director of the 
Louisville Credit Men’s Association. He has filled speaking engagements at 
chapter meetings and at the Cincinnati Regional Conference. Mr. Brown 
is a member of the firm of Brown.& Imhof, Louisville, Ky. 

Mr. Dillon joined the Association in 1928 as a member of Erie Chapter. 
He was elected Director of Publications for the year, 1931-32; Treasurer, 
1932-34; Secretary, 1934-37; Vice President, 1936-38; and President, 1938-39. 
Mr. Dillon is the author of technical articles for the Bulletin and has 
addressed chapter meetings. He is Auditor of the Pennsylvania Telephone 
Corporation, Erie, Pa. 

Mr. Dreas is nominated for re-election to the Board. He was elected to 
membership in the Association in 1935 as a member of the original Read- 
ing Chapter (now Lancaster Chapter) and served the Chapter as Director 
of Program, 1937-38; Vice President, 1938-40; and President, 1940-41. He 
transferred to the new Reading Chapter when that Chapter was organized 
in 1941. He was elected to the National Board for a one-year term in 
1944. Mr. Dreas is Comptroller of the Metropolitan Edison Company, 
Reading, Pa. 

Mr. Green joined the Association in 1929. He was Chairman of the 
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Organizing Committee of Cuba Chapter from May, 1941, to June, 1943, 
when the Chapter was chartered, and served as its first President in 1943-44. 
He is an associate of the Institute of Chartered Accountants of England 
and Wales, and a member of the American Institute of Accountants. Mr. 
Green has been Resident Partner of Deloitte, Plender, Haskins & Sells, 
Havana, Cuba, since 1927. 

Mr. Janssen joined the Association in 1935 as a charter member of 
Grand Rapids Chapter. He served as Director of Publications, 1937-38; 
Director of Program, 1938-39; Director of Employment, 1939-40; Treasurer, 
1940-41; Vice President, 1942-43; and President, 1943-44. Mr. Janssen is 
Assistant Secretary and Controller and a member of the Board of Directors 
of the Wolverine Shoe and Tanning Corporation, Rockford, Mich. 

Mr. McCoy joined the Association as a member of Los Angeles Chapter 
in 1933. He was elected Director of Member Attendance for 1935-36, Di- 
rector of Meetings, 1936-38; Vice President, 1938-40; and President, 1940-41. 
He is a C.P.A. of Missouri and California, a member of the American 
Institute of Accountants and First Vice President and a Director of the 
California State Society of Certified Public Accountants. Mr. McCoy is 
Resident Partner of Peat, Marwick, Mitchell & Co., Los Angeles, Calif. 

Mr. MacLaren joined-the Association as a member of Boston Chapter 
in 1924, later transferring to Worcester Chapter where he served as Di- 
rector of Employment, 1936-37; Director of Program, 1937-38; Vice Presi- 
dent, 1938-39; and President, 1939-40. He.addressed several chapter meet- 
ings and contributed to the Bulletin of the Association. He is a C. P. A. of 
the State of Massachusetts, a member of the Massachusetts Society of Cer- 
tified Public Accountants, and of the American Institute of Accountants 
and Vice President of the Boston Control of the Controllers Institute of 
America. Mr. MacLaren is Assistant Treasurer and Assistant Secretary 
of the Heywood-Wakefield Company, Gardner, Mass. 

Mr. Mohle joined the Association in 1932. He served as Secretary of the 
Organization Committee of Houston Chapter and was the first Secretary 
of the Chapter, serving from August, 1932, through the year, 1933-34. He 
was Director of Meetings for part of the year, 1934-35, Director of Mem- 
bership for the balance of the year, and President for 1939-40. He is a 
: C.P.A. of Texas and Louisiana, a member of the American Institute of 
Accountants, and a Past President of the Texas Society of Certified Public 
Accountants. Mr. Mohle has been a Partner of J. A. Phillips Company, 
Houston, and on June 1 becomes Partner of the firm of Burer, Mohle & 
Co., Houston, Texas. 

Mr. Simmons was elected to membership in the Association in 1939 as 
a charter member of Chattanooga Chapter. He was elected Director of 
Program for the year, 1941-42, and served as President for two years, 1942- 
44. Mr. Simmons is Secretary and Comptroller of the Electric Power 
Board of Chattanooga, Chattanooga, Tenn. 

Mr. Waldow joined the Association in 1934 as'a member of Detroit 
Chapter. He was elected Director of Publicity for the years, 1935-37; 
Director of Employment, 1937-38; Director of Member Attendance, 1938-39; 
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Vice President, 1939-40; and President, 1940-41. He is a past national 
president of the National Association of Bank Auditors and Comptrollers, 
a past president of the Detroit Control of the Controllers Institute of 
America, and is a member of the Detroit Board of Commerce. He has con- 
tributed to the N.A.C.A. Bulletin, the Bulletin of the American Institute 
of Banking, and other technical publications. Mr. Waldow is Comptroller 
of the National Bank of Detroit, De.roit, Mich. 

Mr. Warner joined the Association in 1937 as a member of Albany Chap- 
ter. He was elected Director of Program for the years, 1939-41, and Presi- 
dent in 1941-42. He is a member of the Works Accountant’s Staff, General 
Electric Company, Schenectady, N. Y. 

Mr. Hasselquist joined the Association in 1939 as a charter member of 
Tri-Cities Chapter. He was the first Treasurer of the Chapter, serving 
from the date of organization in January, 1939, to the end of the year, 
1939-40. He was elected Vice President for the years, 1940-42, and Presi- 
dent in 1942-43. Mr. Hasselquist is Assistant Treasurer of Deere and Com- 
pany, Moline, Ill. 

Respectfully submitted, 


' Rosert E. Dersy 
Francis H. Hatt 
James H. PARNELL 
Donatp M. RusseELt 
Joun H. DeVirt, Chairman 


Word has been received of the death during the past month of two men 
who have been active in N. A. C. A. affairs. 


Henry H. Knapp was a former National Director, served as President 
of the Buffalo Chapter for two terms from 1927 to 1929, and was a member 
of the National Board in 1934-35. He had been a member of the Association 
since 1920. 


James A. Laws, Past President of the Kansas City Chapter who died 
April 10, was Vice President and Treasurer of the Western Auto Supply 
Company. He served as President of the Kansas City Chapter for the year, 
1939-40. 
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ACCOUNTING FOR TERMINATED WAR CONTRACTS 


The Committee on Accounting Procedures of the American Institute of 
Accountants has recently issued Accounting Research Bulletin No. 25, “Ac- 
counting for Terminated War Contracts.” The bulletin deals with some 
of the problems involved in accounting for fixed-price war supply contracts 
terminated, in whole or in part, for the convenience of the Government. 
Following is the Committee’s summary statement of its recommendations : 


The profit of a contractor on a fixed-price supply contract termi- 
nated for the convenience of the Government accrues as of the effec- 
tive date of termination. 

For the preparation of financial statements subsequent to termina- 
tion, those parts of the termination claim which are reasonably de- 
terminable should be recorded; when the aggregate amount of the 
undeterminable elements is believed to be material, full disclosure 
with respect thereto should be made by footnote or otherwise. 


. Under ordinary circumstances, the termination claim should properly 


be classified as a current asset and separately disclosed in the finan- 
cial statements unless relatively small in amount. 


. Advance payments received on the contract before its termination 


may be shown on the contractor’s financial statements subsequent to 
termination as a deduction, appropriately explained, from the amount 
of the claim receivable. Loans negotiated on the security of the 
termination claim, however, should be recorded as current liabilities. 


. All of the contractor’s own cost and profit elements included in the 


termination claim should preferably be accounted for as a sale, and 
separately disclosed if material in amount. The costs and expenses 
chargeable to the claim may then be given their usual classification 
in the accounts. 

When items of inventory, the costs of which are included in the 
termination claim, are subsequently reacquired by the contractor, the 
reacquisition value of those items should be recorded as a purchase 
and applied, together with other disposal credits, against the termi- 
nation claim receivable. 


. So-called “no-cost” settlements—those in which the contractor waives 


the right to make a claim—result in no transaction which could be 
reflected in sales. The costs applicable to the contract may be given 
their usual classification in the accounts; the inventory retained 
should not be reflected as a purchase but sheuld be accounted for 
according to the usual methods and standards applicable to inven- 
tories. z 
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